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OPFIOR OF REPORTS AND ESTIMATES, CIA
PAR BAST/PACIFIC BRANCH

IWTELLIOENCE HIGHLIGHTS ¥O. 24
" WEEK OF 20 OCTOBFR - 26 OCTOBER 1048

' S8ECTION I, SUMMARY OF PAR BAST TRENDS AND DEVELOPMENTS

" Plans o rehabdilitate Japan's economy within next five years are
being hindered by poor sales of cotton textiles (page 3).

Japanese Government appears to be ‘adopting a stronger mtiwat
policy (page 6). |

The Republic of Korea appeers to have disposed of the first serious -~
threat to its authority with the suppression of the YOSU uprising (page 6).
Although an armed inwvasion of South Korea by the North Korean People's
Arny is improbable as long as US troops ocoupy the area, contimued threats
‘of invasion may be sxpected to emanate from Morth Xorea as a means of
encouraging the subversive activities of South Korean Communists (pege 7).
The Rhee Government may be faced with economic and political instability
next spring due to the apparently deliberate sabotege of the grain ocolleotion
grogra?n by the Ministry of Agriculture, & self-styled “former Communist."

Page 7)o : :

In China CHIANG Kai-shek apparently has conoeded Manchuria to the
Commmictes (page 8) and T, V. SOONG is making plans to defend South China
(page 8). The leader of the Shanrhai underworld is reportedly making

with Commmist representatives to facilitete eventual turne

~ arrangements
over of that oity (page 8)o Publio pressure may precipitate important

. changes in the Rationmal Govermment, inocluding CHIANG Kai-shek's departure
(page ©), while the Commmists contimue to push their plans for a coslition
povermment (page 9). The £old yuan is collapsing as pressure mounts to

ROE Yo susceedling seotlons of this Weekly, the Tollowing marginal
notations are used:

(1) - Doudble Astesrisk (ss) =~placed at begimnning and end of
information based solely on "_S/S distribution” series.

(2) Sinp;lo Asparisk (*) -=to flag item containing "S/S
distribution” n’:riu.

' (5) "aA", "B", or "C" --importance, in B/FE's opinion, of the
S ftem, with "A" representing the most important ones.
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relax prios controls (pags 10) and mpopular economic reform measures
have produced a gical orisis in Tatwan (page 10).

Wotrdthstanding China’s advanced internal disorganization, the Chinese

GCovernuent 4s oon to sxert pressure for preferential treatment of
Chinese in 8ism (page 8),

DutsheRopublican negotiations may resums ahout 1 November (papell),

A revised Frensh policy towards Indochina may be carried out by the
newly appointed French High Commissioner (page 11).

‘The Burmese Govermnent®s difficulties may be eased by the possidle
capitulation of a large opposition group (page 1),

Problems of the Japanese Polioce System —- See SECTION IXII (pape 18).
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SECTION IZ, DRVELOMRNIS IR SPECIFIED ARRAS
SDERAL
Japan &' %0 " sale of cotben textdle abroad pe

SCAP is strelncus effords 4o better the sales of Japanose
estben textiles have recetly slumped, The US Pelitiocal Adviser in
Tekyo that Pakistan has indicated 148 willingness to make apprecie
able oxtile purelnses from Japan afd in tura is prepared to allooate

swestantial quantdties of raw cotton to Japan, Additionally, Pakistan is
interested in obtaining 10s capital goods requirements from Japan in return
for ocortain raw materials, prinoipally raw cotton and jute, as well as '
leather, hides and niea,

At the same tizw, the Hetherlands and Indonesia are reported to have
agreed to buy next year a substantial quantity of cotton textiles from
Japan, In return, Japan will receive rubber, bauxite, salt, tin, industrial
chemiocals, hides and skins, drugs and lumber, Unless Japanwse exports of
ootton textiles spurt within ths latter purt of 1948, it is belisved doubtful
. that Japan can attain export goals for the year. Moreover, the poor sales
of Japanese cotton textiles because of the planned emphasis on export of this
oomnodity are said to render “unrealistio® plans to raise Japan t0 a viable
efonomy within the next 5 years,

Chincse-8isnwse friction continues ‘ | Rw

, Notwithatanding China?s advanved intermal disorganization, the Chinese
Government 1s oontinmuing t6 exert pressure for preferéntial treatment of
Ohinese in Siam, Sino-Siamese {rioction stems from Chinese insistence upon
the maintenance ofs (1) Chinose langumgo schools in Siams (2) politiocal
groups such as the KNT; (3) a lergs Chinsse lmmigration quota; end (4) none
interforence in (hinese rice milling enterprises, ‘

The bemporary ettlemont of the Chiness schoole question appears to
have been & partial vietory for the Chinsse, On the other hand, Siam hae
formally turned down & Chinese demend for & "prompt and full reply” to a
note requiring information conserning the arrest and detontion wmder the
anti-soorst soolety law of some 200 Chinese. It is doubtful that the Chinese
Government will let this iassug die; and it is also doubtful that the Siamese
sotion will break up Ohinese political orgamisations in Siam, but rather will
temporarily force them underground. The issus of Chinese irmigration is an
scademio question since it is probable that illegel Chinese immigrants out-
mpber logal entries, Tho Siarwse eurrently are atiempting to lowsr the
emual Chimees quota, but because of widespread corruption among border guards
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and immigration officials, it is not expected that the motual mmber of
Chinese entries will be reduced.

The trend towards econcmio nationalism ocurrently exhibited by the
Slamese Government is aimed primarily at the Chinese hold on Siam's economy,
A reosntly initiated govermmsnt regulation designed to maximize treaswry
returns from the sale and milling of rice hit the Chinese partioularly
hard since most important rice dealers and mill owners are Chinese. The
recent olosure of somes 400 mills by the owners was oatensibly undertaken
becauce of reduced profits, However, it is likely that tho shutdown is
actually a Chinese inspired etrike againat the polioy of the Siamese Govorne
ment and is an excollent example of the ability of the looal Chinsse to
exert economic pressure to further their interests,

SECRET
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the Japanese Government appears to be dealing more rigorously with the
Japan Communist Party (JCP) than 1t has herstofore, as a counterneasure
to the constant communist pressure of sctivity in political, economical,

educational and cultural fields, :

Conservative olements in the Ashida Government wolcomed the now-
celebrated MacArthuwr letter of 22 July on which was based the Ceblnet
order prohibiting strikes and collective bargaining on the part of
government officiale and employces. This ban had the effect of limiting
JCP effectiveness in the critical commmications and railroad unions,

In mid-October, after the attack on communism in the labor field, the
government through an Fducation Ministry Order prohibited political
activity in schools and universities, This measure vas again aimed pri-
marily at the JCP, On 20 October eight communist students vere eipelled
from Nagano Normal School for failure to observe the ban on political
activity,

The coming to power of the Yoshida Government, representing the most
conservative elements in Japanese politics, would appear to promise that
the Japan Communist Party may anticipate even more severe restrictions
in the future, The Yoshida Government representing only the conservative
Democratic Liberal Party as contrasted with the Ashide Govermment’s
"piddle-of =the-road® vhichk was dependent on the somewhat leftist Social
Denmocrats, will fcel less restricted in its dealings with the JCP, Rane
dom confirmation of this feeling is reflected in the decision of the
Diet's Houee of Representatives Rules Committee that no Communist will
be permitted to sit as a regular member of this committee, At present
there is one Commmist committee member,
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38 [ blie of Kgrea gopes » have dispoped of the firs
%0 its suthority. On 20 October, the southern coastal
Cosmumist oell lesders in a Korean Constabulary unit seized the armory and
led a portion of the troops in an attack agsinst the towmn police and Con-
stabulary officers, From the interrogations of captured insurgents it
appomthntwofthenwmtoldwtmmgleadersthattheymm
merely suppressing a police ®rovelt! or that they vere boing issued arxms
sixply in preparation for a acheduled movement of the unit to Cheju-do-
Cholls-Mamdo is historically an area of depressed tenant farmers sho are
hostile toward the police and suscaptible to Commmist propaganda, The
Jeadere of the revolt were able to exploit this feeling to the extent of
gatbering a mob following of scme throe to four thousand, and of gaining
ts control of Yosu, Sunchon and several other small localities, In
the insurgenteheld aree loyal police and rightist leaders wers exscuted
and the bammers of the South Korea Iebor Party and the North Korean govern-
ment were displayed, Xorean Police '
end Constabulary units moved into : \

the ares, and by 25 October, the
insurgents had generally dispersed,
except in Yosu vhich was under
heavy govermment pressure, It is I, \
anticipated that the task of elim-~
inating the concentrations of
insurgents in the Chiri Mountain
area will require several months,
Information available on the con-
duct of govermment military opera-
tions is insufficient to permit an
eveluation of the combat efficiency
of the Korean armed forcese,

38

IV

The revolt may have been
planned to serve two main Soviet
objectivess (a) to illustrate to
the UN thet the Republic of Korea
is an unpopular regims supported
only by Police and the US Army)
(nowsver, US troops did not beconme
involved, and if UN Commission
members in Seoul become convinced
of Coomunist complicity in the
revolt, the ineident may baokfire
on the USSR); and (b) to initiate
a series of riots and strikes that

' SECRET
Approved For Release 2001/08/26 : CIA-RDP79-01082A000100020037-8




25X1C

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100020037-8
SECRET

=T

XOREA (con?o )

would dissipate the econonmic and military strength of the Republic and
pave the way for the extension of the North Korean Govermment's control
throughout the peninsula following the eventusl withdrawml of US forces,

Meanvhile, the Rhee government has utilized the incident in a further
attempt to discredit its non-Communist opposition by alleging that Kim
Koo and other rightists worked with the Communiste in planning the revolt.
Rhee hus also seized the onportunity to increase control of the press and

- to elinminate lmown Communist sympatbizers.

An Ve, of South Korea the North Korean People's A PA) 1s

ble & ag US troops occ the area, Nevertheless, the inva-
sion of South Korea after US troops withdraw will become a probability if
& Compunist attempt to "unify"™ Koree by means of a bloodless coup 1s
unsuccessful ,

As early as March 1947, and agein in February, March, and April 1948,
reports were recelved vhich presaged an invasion of South Korea by the PA,
Since previously threatened invasions in every case failed to materialisze,
such threats have not been the occasion for alarm, However, such recent
events as the Soviet withdrawal from North Korea, communications improve-
ments in North Koree, movements of PA troops to areas near the 38th
parallel, reported movement of elements of PA Third Division from Manchu-
ria into North Korea, and PA combined maneuvers all point to preparations
for armed conflict with the South Korean Government whon Soviet withdrawal
from North Korea is complete,

Comrunist agenis have been direcved to iatensify
disturbances in late November for the ostensible purpose of facilitating
an invasion of South Korea in February 1949, Although the promised inva-
sion will probably not materialize, it is being used as an incontive for
South Korean Communists to preeipitate such disorders as the Yosu uprige
ing vhich will serve to boleter the Soviet position in the UN discussion®
on Korea in Novembor,

e le R L AL MIELY g De 1aced Wit W 5 51 p (1¢) ona, BYeLo
The Minister of Agriculture, a former Communist, has seriously delayed the
grain purchasing program to a point indicating deliberats sabotage, Sue-
ceseful collection of grain this winter is a pree-requisite of economie
and political stability in South Korea next spring and summer.
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svacuation ¢ ] ps from via the receatly
rt of Yingkou., Those Natiomalist units now in the Hsinlitun

ares to‘drive through the gathering Commmist foroes and
reach Chinhsl, bus thay have little chance of suoceeding umless the
Commmists allow them to pass through as the price of a quick Communist
occupation of Mukden, ' .

In China proper a renewsd Communist threat is building up in
the Nueflsnl ares; the Communist asssult on Taiyuan continued wi th
Tmrs currdn® that YEN Hsi-shan may be ready to go over to the Cornmmists.
Central and BEast China rexmined relatively quiet. The Commumists
. have ooccuplied Chenghsien and claim to have taken over Keifeng, followe
ing Fationalist withdrawals from those citiese The morale of Nationalist

The appearance of several new Communist forces further inoreases
the seriousneas of the Nationalist positioms One new force of some
40,000 has deen reported in the ares south of Tientsin, adding to
the tenuocusness of the Nationalist hold on this vital but lightly
held point. A new column also has been formed from several irregular
units in the Tsingteo area. This column, oalled the New 14th, can
Join other Comminist units in eastern Shantung, relemsed by the
occupation of Chefoo, and begin harassing the Tsingtao perimeter,

. A reshuffle of the North cgi% military commnd resulting in ugn
the abolition rth China Communist-Suppression Headquarters,
the transfer of Oen. FU Tso-yl to Kalgan, and Gen. WEI Ii<huang to
a North China ocommand appears likely. This change probably reflects
FU's determination to move his troops intact to his old base in

Suiyuan to avoid being trapped in the Poiping-Tientsin area,

Bouth China defense plens sre being laid by Kwangtung Governor wpw
T.V. SOONG, who seems convinoed that inevitable changes in the
Natlonal Goveranment will come soon. SOONG plans to supply srms and
ampuni tion for troops commanded by Gen. CHENG Chien who is now in
Canton preparing to train and develop a forco to defend Hunan, Kiangsi,
Ewangtungs Kwangsi and Fukien. The Ewangtung governor claims to
have more arms than he oan use, including 2,000 Bren guns obtained
from Canada and a large quantity of machine guns and small srms
amzuni tion from French sources. '

Plans to turn 8% over to the Commnists are reportedly upn
being disoussed by 8t representatives an Yueh-sheng,

~ SECRET
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underwverld leader in that o ty. 4Aa attempt by the Communists
to enlist U would be a very shrewd move, The latter is
tic ®w eonstituted authorities for impeding his warious
11licit aativities end for the receat arrest and imprisonment of his
oon. Although the OCommnists may not be resdy to move on Shanghai
for seversl meathe e scoperation of TU's well-organized underworld
::r::::u csugiderably facilitats an eventunl Commmist occupation
. ‘

j in the Chinese Neti Government may de nype
. oaus areness o tary and eoconomic
weskness. A possidls early development is the departure of CHIANG
Kai-shek wiich might De ocomsioned by Kuomivtang political strategy
or by overt pressures sgainst the Government. The advisability of
CHIANG's retirement has been discussed recently by nomintang leaders
occupying various governmental positionsa, Should CHIANG be forced
from power ths succeeding government, svem if headed by avowed reformers
such as Vice President LI Tsung-jen, probmbly would be even weaker
than the present regime., It is unlikely that such a new government
would be able to cosumand the support of varigus Whampoa generals, CC
olique leaders and other key groups in the Xuomintang and the admine
istration on which CHIANG has long depended, T.V. SOONG and other
powerful administrators would tand to look primarily to their regional
interests, as would the rulers of various outlying provinces. Any
new government likewise would be unable to make favorable truce terms
wd th the Communists and, therefore, might accept face-saving plans
for oreation of a Commnist-dominated coslition regime. .

The Communists continue to pls: for "eoalition goverowent."” LT
The Commmnliata® sellf-stated "new polltioal consultative conference to
formulate plans for a coslition government” has attracted a mission
from the anti-Nationaliet Xuonintang Revelutionary Committee in
Hong Kong, and it is possible that a KMIRC Army will be formed, under
Communist oontrol, to promote increased defection of FNationalist '
forces. A "ocoalition government" of the Communists, the KMTRC, the
Democratic league, abd other dissident groups would be advantageous
to the Communists in that it wouid offer a s omedhat less distasteful
haven for wavering Nationalist elements than could & totally Commmnist
government. .

However, such & ocoalition does not seem likely as long as the
current of events in Chipa continues in its present course and velocity,
for, at the time at which these plans for coalition are completed,
it is prodable the Nationalists will have no alternative to that of
submitting to a Conmunist-dominated "coalition government" for all
of China., It therofore seems most likely that the Communista, together
with the various dissident groups oriented towards them, will continue
to develop plans, through the political consultative conference among

: - SECRET
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other means, for a government for all of China, and that a framework
will be constructed to accomodate those remmants of the National
Government atill desirable to the Communists at the time ¢f final
Nationalist capitulation, and that it will be this fremework which
will bo proclaimed as a "coalition government."

China's new currency, the old yuan, 1s collapsing as indicatioms
apnear that the Chinese Governmmt plans to unfreeze August 19
price levels. The two chief pressures forcing the Government's hand

are the acute food shortage in major cities and industrial curtail-

ment due to the lack of raw materials. Price differentials of agricultural
commodities in rural and urban areas, ocaused by unchecked price

increases approaching the July rates in the former and price controls

in the latter, have prevented these commodities from moving to the

eities. An important break in the August 19 price level has already

been made by the Nationalist Army which is authorized to procure

foodstuffs at the price asked. Although ineffective controls may

again be attempted, once the present controls are relaxed it will be
difficult, if not impossible, to undertake them again.

The necessity for inoreasing U.S. aid to China has been il
urgently stressed this past week by both Ambassador Stuart snd China *

Aid Director lLapham. Insisting that present end planned meamsures

are insuffioclent, these officials urge all-out aid to China limited
only by our national resources sand commitments to other countries.

**The Ambassador's proposal is to meet the present crisis by telescoping
the entire commodity program, scheduled to be spread out through

April 1949, into the next few months.** Lapham's publically announced
statement, which was enthusiastically greated by the Chinese press,
urged a long-range progrem with annual appropriations in excess of

the present US $400 million.

Recotion in Taiwen to stringent Government economic controls has i
precipitated a psychological orisis there and indicates the situation
is potentially dangerous although there is little active hostility
at the moment. Commodities and ell black-market prices have more
than quadrupled since September 1, offering Taiwan extremists,
particularly pro-Japanese groups, an opportunity to provoke the populace
into an inoident to embarrass the Government. ' Governor WEI Tao-ming
charged the National Government with ordering price controls for
Taiwan while he was in Nanking, thereby precipitating s crisis
among ‘the populuce who previously were seeminzly unaware of critical
‘mainland conditions.
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ot , deratle pressure from
Hatta, has formally sccepted the US draft agreement as a basis upon whish
to resume negotiations with the Dutsh, Certain ministers were relustant
to ascept the plan einoe Dutsh acceptanse is based on proposed amendments
which substantlally alter the US mroposal. It would appear, however, that
Soskarno and Hatta are prepared to stake their political future on the out~
cors of what may be the final round of N @Good Offices Conmittee negotiations.
Although the Republis's acceptance was given a lukewarm welcome in The Hague,
it is now expected that a finsl approval by the Duteh Oovernmeat will be
received in time to resume negotiation about 1 November.

JINDOCHINA

New French High Commissioner F %mt revised French 515‘!- The =pw
necessity ror the early return of former @ emperocr Bao Indochina
to head the French-sponscred Vietnam state has besn resognized in resent
statements by French Government officials and in discussions of the mroblem
in the French press, Fremler meuille's chief assistant on the Vietnsmese
problem maintains that the ex-empsror mast be "provided with effective means
to susceed" and is \rging the Premier to secure Cabinet acceptance of a gen-
eral plan for mesting ninimum nationalist demands as well as a gran of
sconomic and military aid, This consideration of a definite po coincides
with the appointment. ¢of L&on Pignon to sucosed Bollaert as French igh Com~
missioner for Indochina, M, Pignon, who is considered as able, intelligent,
and a non-partisan sareer e¢ivil servant, has had many years experience in
the administration of Indochinese affairs. Inasmch as Bao Dai anpears to
ba demanding greater concessions than Ho Chi Ifinh received from the French in
the 1946 negotiations, the success of a new French poliey and Pignon's ad-
ministration in Indochine may well depend upon a recanciliation of Bao Dai's
demands with French sovereignty.

BURMA

Capitulation of lar sition would ease government's diffi- wye

culties. FRecent mESEE&ons %Eween Burmsse Government officials and meme
" bers of the rebellious ™hite Band" Peoples' Volunteer Organimation (PVO)
indicate that the latter may be ready to come to terms with the Government
and reunite with the Anti-Pascist Peoples' Freedom League (AFPFL), the Govern-
ment Party. A FUN capitulation at this time would greatly eass the Govern-
ment's burdens because it would neutralire cne of the largest groups in armed
opnosition to the GCovernment and may lead to the return of MO deserters to
the army. It would also mean that the Conmuniets would remain the only major
effectively organized group in open rebellion, A PVO surrender, however,
would not mean a speedy retwrn to law and arder. If they do surrender it
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BORA (continued)

will rrcbably be becsuse of: (1) disaprointmsnt at not swiftly
nower and position; (2) the rigors of extended guerrilla life, and (3

fear of the Novernmmt's military forces, flowsver, it is not 1likely that
PY0 lsaders have given up thelr ambitions, and if they are takem back into
the APPFL and the Govermment,it can be expected that they will turn on

the Government at an opportune moment. Purthermore, a FYO surrender probebly
would not be binding upon many of its mesbers who, with the Communists and
other lawless elements,will continue to haress the Government,

asplication is the posaible effect which a PVO~AFFFL repproche-
upon the Karen minority problem vhich is still a very delicate
issue. It is possibls that it will result in a stiffening of the Karen
attitude on the matter of a separate state because they have consistently
feared that sinse there were no great ideological differences between the
various Burman groups these groups would eventually mite and suppress

:
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' SEOTION 111, DIGFST OF IMPORTANT STUDIES AND ESTIMATES

mmmwww

The structure end the scope of anthority of the Japanese polioce
system have been drasticslly reorgenized by the passnge of recent legise
latioh, This legislation, in particular the Police Law, provides for a
decentrolized organization delegating police responsibility to all munie
cipnlities with a population of 5,000 or more; the formation of a small
independent nntional police force for rural districts. wvith no cormand
chennels between the National Rursl Police and local police exceps im
time of nationcl emcrgency; the estzdlishment of populsrly controlled
connisalons to direet she police; the limitation of police functions to
naintensnce of public sefely end order; snd legsl and procedurcl guorane
tess, including sefeguards ageinst o —resasive police methods. While the’
pottern of o demoeratically controlled police foroe ham been estﬂ'blished.
mony factors aombine to raise the question of vhether the police as
constituted ns present eon effectively maint=in pudlic order. The major
problems Tevolve around coordinntion of loecsl end nztional police opera=
tions, the maintenance of ndequate reserves of men mnd equipment for
emergency situations, the financing of munieipal police forces, ond the
mproment of police equipment and h'-ﬁninzo

Sumpery = PROTLAMS OF THE JAPANESE POLICE
SYSTEM,

OIR Yo, 3479.56 8 Octobar 1948
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